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Warehouse Accounting and Auditing
By Emanuel Saxe
In these days of high rentals and space shortages in the muchto-be-desired business and financial districts, an acute need has
arisen among the firms that tenant such localities for a secure and
permanent place to store their non-current records and books;
one that will be both reasonable in charge and readily accessible.
Similarly, the exigencies of city dwelling in these days of crime
waves render necessary (in the absence of the owner from his
home) the security of an invulnerable storage place for valuable
family plate, paintings, furnishings, etc., and the general use of
private safe-deposit boxes in guaranteed vaults for the safekeep
ing of jewels, valuable papers, documents and securities. Answer
ing the call of these various needs, a multi-functioned warehouse
business has developed with suitable accommodation for all such
requirements.
It is my purpose briefly to point out in this paper a system of
accounting for such an organization and concurrently effective
and yet simple methods of auditing their transactions. There
are, of course, warehouses which specialize in one particular class
of storage. For such businesses modifications of these methods
to meet local conditions are necessary.
From the auditor’s point of view, this type of business belongs
to the chosen few, since with no unusual amount of work during
interim audits, definitive statements (showing both the income
and the position) can be issued monthly or after each periodic
examination, if otherwise conducted. To accomplish this with
respect to the verification of the income and profit-and-loss
items the problem resolves itself into the following steps:

1.
2.
3.
4.

Accounting for all income that should properly be included.
Deferring such income as is not earned.
Vouching all expenses.
Accruing unpaid expenses and deferring prepaid charges.

These steps will be discussed, seriatim. The issuance of the
balance-sheet, is, of course, subject to the usual verifications and
comments, and will not be discussed herein, since no extraordi
nary difficulties or peculiarities are presented.
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GENERAL LEDGER ACCOUNTS

The following scheme of accounts has been found to be com
prehensive and suitable:
General ledger accounts
Income and profit-and-loss division
Income:
Rents:
Commercial tenants department
Safe-deposit box department
Vault storage department
Household-goods department
Allowances:
Rent allowances:
The same departmentalization
Payroll:
The same departmentalization
Direct expenses—commercial department:
Advertising
Insurance
Depreciation of equipment
Damage and loss
Shelving material
Repairs
Locks
Bad debts
Stationery and printing
Miscellaneous
Direct expenses—Safe deposit department:
The same headings
Direct expenses—Vault storage department:
The same headings
Direct expenses—Household department:
The same headings
Expenses (apportioned) :
1. On basis of departmental investments:
Taxes
Interest on mortgage
Building insurance
Building repairs and alterations
Building miscellaneous expense
Depreciation of building
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2. On basis of departmental light, heat and power consumption:
Coal
Electricity
Labor
Repairs to plant
Insurance on plant
Supplies
Miscellaneous expense
3. On basis of departmental income:
Donations
Association dues and entertainment
Pensions
Stationery and printing—general
Legal and accounting
Insurance—general
Depreciation of office fixtures
Telephone and telegrams
Postage
Office expenses
Bonuses and presents to employees
Miscellaneous general expenses
Other income:
Interest and dividends received
Income from accounts previously written off
Miscellaneous income
General ledger accounts
Balance-sheet division

Assets:
Cash in banks
Cash on hand
Accounts receivable
Notes receivable
Warehouse property
(a) Land
(b) Buildings and improvements
Less: Reserve for depreciation
Equipment
Less: Reserve for depreciation
Deferred charges
Etc., etc.
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Liabilities:
Accounts payable
Prepayments for rentals
Mortgages payable
Accruals
Capital:
Usual capital accounts
AUDITING THE INCOME AND PROFIT-AND-LOSS STATEMENT

1. Accounting for the income:
(a) Commercial tenants’ department.
By far the greatest portion of the income earned by such a
warehouse is derived from the leasing of its space to commercial
tenants for the storage of their records and books. Each lease
that is consummated is summarized briefly on a “calendar card”
as follows:
STORAGE CALENDAR CARD
Lot No. 14573
Rate $480 per year
Day May 1,1926
Name James Jones, Inc.
Address
123 Broadway, New York, N. Y.
Room No. 4503
First Charge on Books $40-May
Bills Every 6 months
192
To
By
Rate changed
Labor No charge
Light No charge
Lumber @ Cost
Term of Lease 5
Expires April 30
1931
Yrs.
Remarks Lease Serial #1352

These calendar cards are filed by date of the month (1-31)
regardless of month or year and by lot numbers under each day.
The leases are filed by expiration date and by lot numbers under
each expiration date. Thus the calendar cards at any one time
provide an inventory of space rented and the amount of income
earned each month therefor. (Note that all charges are reduced
to a monthly basis.) At the beginning of each accounting
period, a columnar book with at least 12 columns is provided
and appropriately headed with the names of the months. The
explanation column of this record should show the name of the
lessee and the lot number of his lease for purposes of identification.
Each month the monthly rental charge as disclosed by the
calendar cards is entered in this rent-income journal in the same
sequence as the cards are filed, i.e., by day and then by lot num
ber under each day; care being taken to provide space under each
day-group for new leases subsequently made. Thus, to exhibit
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the changes that can occur, the record might appear as
follows:
Number January February
Day
Name
$45.13
$45.13
1. A. B. C. Corporation. .. . 12345
136.10
136.10
D. E. and F. Co............. . 23456
H. I. J. Importing Co.. . .
2. X. Y. and Z.................... .
Etc., etc.

34567
45678

82.18

50.25
82.18

March
$45.13
cancelled
(or expired)
50.25
92.25

It will be observed that a summary of changes of status during
the month (or period) under review can easily be prepared from
this income journal by comparison of the current month’s entries
with those of the previous month. This summary should be
keyed in with the monthly charge as disclosed by the general
ledger account. Such possible changes are:
1. Cancellations or expirations,
2. New leases,
3. Increases or decreases in rate.

To audit the income we now have only to prove the all-inclu
siveness of this summary.
An inventory record of all unoccupied space is maintained from
month to month as part of the audit papers. All expiration
items noted in the change summary are checked back to the
leases for verification and to the inventory of unoccupied space
for re-entry. Canceled leases are handled similarly, except that
in addition the authorization for such cancellations must appear
on the lease. A change in rate should be endorsed on the face
of the lease or a new lease prepared to supersede the old one.
Needless to say, the calendar cards should be removed or the
rate corrected thereon, as the case may be.
A schedule is maintained (and controlled by listing the leases
according to serial number) to show the dates upon which the
new leases become effective. This list is scrutinized at each
audit to ascertain that all leases becoming operative in the period
under review are entered in the rent-income journal, deducted
from the space inventory and reflected in the summary of changes
hereinbefore described.
The space inventory in the audit file is checked up periodically
with the empty rooms for the purpose of ascertaining that all
space occupied is properly recorded on the income register.
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(b) Safe-deposit department.
The next largest source of income in this type of warehouse is
usually the safe deposit department which contracts for the use
of its private vault boxes on an annual basis. Contract books,
numbered serially, of three varieties are usually employed,
providing for the one-, two-, or three-signature entry-andaccess plan as the case may be. One of these leases is made out
for each box newly rented. Calendar cards for all new contracts,
similar to those described above are prepared from these docu
ments and filed. The system of filing and charging, however, is
different from that employed in the case of the commercial
tenants’ department.
Since practically all the contracts run for the same term (one
year) and the charges for the different boxes do not vary greatly,
the cards are first segregated as to anniversary months and then
filed by days and lot numbers thereunder. The charges for the
year commencing in the current months are entered in another
rent-income (safe-deposit) journal according to the arrangement
of the calendar cards but the entry is for the full yearly rental.
The auditing or the controlling of the income of this depart
ment is different from that previously described. The section
of the work-papers relating to the audit of this department
should contain a schedule showing the total of the calendar
cards, by months, for the last twelve months, assuming, of course,
that the contracts are on an annual basis. The total of the cor
responding month or period for the previous year becomes the
starting point, then, for the present income audit.
The calendar cards covering all cancellations during the past
year and cancellations and expirations during the current month
or period will have been removed (upon proper authorization) and
preserved for the scrutiny of the auditor. Renewals will have
been left in the card file and new cards (ascertainable from
the newly signed contracts) duly inserted. These new cards
should be completely checked with the contracts (hereinbefore
described) to insure that all new income is being properly and
promptly charged. Then, commencing with the total of the
previous year’s charges for the corresponding period, adding
thereto the value of the newly made contracts, and deducting
therefrom the value of the cancellations and expirations, a figure
may be obtained that should compare with the total of the income
for the current period.
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To prove the converse, viz., that no boxes are being used for
which the corresponding charge has not been entered, what is
known as a “position book” is employed.
This is nothing more than a perpetual inventory of safe
deposit boxes showing the prices at which the boxes are to be
rented and their current status, i.e., rented or empty. The
entries therein are made by the manager or by an employee of
another department (to introduce the internal-check factor) from
the new lease contracts and the canceled and expired contracts.
Leases that are renewed, of course, do not affect this record. The
auditor should check the entries made in this record and ascertain
that the only changes reflected therein are those that were dis
closed by the income audit previously described. Periodic tests
of the empty boxes should be made by actual inspection and a
thorough check should be made annually.
(c) Vault and household goods storage departments.
The vault and household goods storage departments in this
type of warehouse are, as a rule, very small sources of revenue—
yielding an income more or less on the style of that derived from
a by-product process. Consequently the audit of the income
from operations of these departments is effected in total. As in
the case of the other departments, the calendar-card system is
also employed. Storage contracts are furnished on pads in
duplicate and consecutively numbered.
It is a comparatively easy matter for the auditor to ascertain
the total monthly rent from new contracts by merely listing and
totaling the individual rental charges from the new contracts for
the month. The serial numbers on the contracts act as the con
trol for this operation.
All cancellations or rate changes—there are no expirations,
since these contracts have no specific term—must be approved by
the manager and the contract or a receipt therefor signed by the
recipient of the goods removed.
All these changes are, of course, reflected in the calendar cards,
which are the basis for the monthly entry in the rent-income
(vault and household storage) journal and act at the same
time as a perpetual inventory of the merchandise stored by the
customers of these departments.
The total income for the current period is then checked by
adding to the total for the preceding period the income from the
new contracts, deducting therefrom the cancellations and then
adjusting for changes created by rate fluctuations. Periodical
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tests or checks are made between the calendar cards and the
actual physical contents of the vaults.
2. Deferring the income not earned:
An inspection of the typical rent-income journal employed by
commercial tenants’ department shown above (1-a) reveals the
fact that the charges for each day might vary considerably and
that there is a great probability of their being unevenly distributed
throughout the month. It is apparent, also, that charges entered
on the first are all earned in that month; those entered on the sec
ond 30/31 earned; those on the third 29/31 earned, and so forth.
Table I exhibits a simple form of working sheet for the accurate
calculation of the actual income earned in the current month in
cases where the charges are entered monthly. The same method
applies in the case of the vault and household storage department.
The safe-deposit department presents a slightly different prob
lem. In this case the charges are made annually for a uniform
term of one year and vary only slightly. The charges for any
particular month, therefore, are considered to have been earned
over a space of thirteen months: 1/24 of the annual charge in the
first month; (since the average charging date is the 15th) 11/12 in
the next eleven months, and 1/24 in the last month. Table II
provides a convenient and fairly accurate method for building
up this table month by month in the working papers.
3. Vouching the expenses.
All expense bills and payrolls are completely audited and the
amounts and departmental distribution, as noted thereon by the
general manager, carefully checked to the books of entry.
4. Treatment of accrued charges and prepaid items.
Schedules should be prepared and inserted in the file of working
papers to provide for the charging each month of the proper
proportion of such expenses as would ordinarily be reflected
irregularly on a cash basis.
In the case of accruing expenses, as, for example, depreciation,
interest, taxes, etc., the monthly charge is calculated currently
and added to the accumulated total for the preceding months to
arrive at the total expense for the period. This method will
reflect fluctuations in the base-figures, caused by such changes
as the purchase or sale of fixed assets, the increase or reduction
of mortgages, and so forth.
The equitable distribution of insurance charges and similar
prepaid items is accomplished by the use of the usual tables which
spread or waste this type of item over the period of its life.
200

Warehouse Accounting and Auditing

Day
charged
1
2
3
4
5
6
7
8
9
10

Table I
Calculation of deferred rentals — Department A
(Charge made monthly)
February and subsequent
months
January
Daily
Multiply
daily
Product
charges
Product
by
charges *
Treat same as in January
$20.85
13.50
1
13.50
29.50
2
14.75
107.40
3
35.80
66.00
4
16.50
62.50
5
12.50
84.00
6
14.00
119.35
7
17.05
122.00
8
15.25
155.70
9
17.30

11
12
13
14
15
16
17
18
19
20

10
11
12
13
14
15
16
17
18
19

2.50
28.50
28.42
13.50
17.00
17.00
36.82
21.15
13.90
11.75

25.00
313.50
341.04
175.50
238.00
255.00
589.12
359.55
250.20
223.25

21
22
23
24
25
26
27
28
29
30
31

20
21
22
23
24
25
26
27
28
29
30

24.00
21.25
11.50
15.25
16.25
7.80
34.85
22.00
13.50
12.70
7.50

480.00
446.25
253.00
350.75
390.00
195.00
906.10
594.00
378.00
368.30
225.00

$554.64

$8,116.51

Divide 2nd column by 31:
Deferred rent..........
Per trial balance. . .
Earned for period...

$690.00

$261.82
554.64
292.82†

* This is a recapitulation (by days) of the entries in the rent-income journal.
† Exclusive of amount deferred from prior year, earned in January.
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$10,423,00

$ 336.23
1,244.64
908.41†
etc.

> > > > > >

104.00
103.00

106.00
110.00
108.00
105.00
101.00
101. 00

104.00
103.00

106.00
110.00
108.00
105.00

101.00

101. 00

S ep tem b er... 1,212.00

99.00
100.00

99.00
100.00
101. 00

99.00
100.00

101.00
100.00
101. 00

99.00

101.00

106.00
110.00
108.00
105.00

51.50

April

101.00
99.00
100.00
101. 00

53.00
110.00
108.00
105.00

May

101 . 00

99.00
100.00

101.00

55.00
108.00
105.00
101.00
99.00
100.00
101 . 00

54.00
105.00

Earned in 1926
June
July

> > >

> >

100.00
101 . 00

99.00

101.00

52.50

101. 00

50.50
99.00
100.00

49.50
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1926

1,320.00
1,248.00
1,176.00
1,188.00

. .

.

1,308.00

109.00
105.00

54.50

109.00
52.50

109.00
105.00

109.00
105.00

926.50
997.50

Deferred
1/12 ----------------------------------------------------------------------------------------------------------------------------------------------------------------------------to 1927
55.00
110.00
110.00
110.00 110.00 110.00 110.00 110.00 110.00
110.00 110.00 110.00 $55.00
52.00 104.00 104.00 104.00 104.00 104.00 104.00 104.00 104.00 104.00 104.00 156.00
49.00
98.00
98.00
98.00
98.00
98.00
98.00
98.00
98.00
98.00 245.00
49.50
99.00
99.00
99.00
99.00
99.00
99.00
99.00
99.00 346.50
0
100.00
50.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 450.00
120.00
60.00 120.00 120.00 120.00 120.00 120.00 120.00 660. 00
119.00
59.50 119.00 119.00 119.00 119.00 119.00 773. 50
110.00
55.00 110.00 110.00 110.00 110.00 825.0

$ 110.00
104.00
98.00
99.00

N ote . — This table merely illustrates the form of this schedule; actually, the income fluctuates considerably from month to month.

Earned for period ............................. 1,246.50 2,496.50 3,744,50 4,987 . 50 6,225 . 50 7,465 . 50 8,716,00 9,874 . 50 11,239.50 12,511.5013,787.00 15,062. 50

N o v em b er... 1,212.00 101.00
50.50 101.00 1,060.50
D ecem ber.... 1,200.00 100.00
50.00 1,150.00
$ 22,708. 00
$ 7,645.50
Earned for m onth .............................$ 1,246.50 $ l,250. 00 $ 1,248.00 $ 1,243.00 $ 1,238.00 $ 1,240.00$ 1,250 .5 0 $ 1,258. 50 $ l, 265. 00 $ l, 272. 00 $ l, 275. 50 $ 1,275.50

O ctober .......... 1,260.00

September

1,200.00
1,440.00
Ju ly ................ 1,428.00
A u g u st .......... 1,320.00

January .........
February . . . .
M arch ............
A pril ...............
May
. .
.
June . . .

$50.50

100.0050.00
101. 00 101. 0050.50

August September October November December

Deferred
from 1 9 2 5 .... $ 7,408.00 $ 7,408. 00 $ l, 191.50 $ l,088. 00 $985.00 $881.50 $ 777.00 $ 669.00 $560.00 $453.50 $ 350.50 $ 250.50 $ 151.00

858.50
October . 1,188.00
940.50
November . . . 1,200.00 1,050.00
December . . . . 1,212.00 1,161.50

52.00
103.00
106.00
110.00
108.00
105.00

January February March
>52.50
102.00
51.00

Income Deferred
credited from prior
period
$ 52.50
February. . . . 1,224.00 153.00
M arch . 1,248.00
260.00
A pril . 1,236.00
360.50
M ay . 1,272.00
477.00
Ju n e . 1,320.00
605.00
Ju ly . 1,296.00
702.00
A u g u st . 1,260.00
787.50

1925
in month
Ja n u a ry .........$ 1,260.00

Month

Table I I

Calculation of Deferred Safe Deposit Rentals (Charge made annually)
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